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KEY ECONOMIC INDICATORS 3 


All values in U.S.$ million Exchange rate as of December 3lst., 
and represent period averages 1979 one dollar equals 1,622 Ar- 
unless otherwise indicated. gentine pesos. 


1977 1978 1979E/ % Change 
1979/78 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 1/ 102 ,500 
GDP at Constant 1960 Prices 24,081 
Per capita GDP, Current Dollars 1/ 3,853 
Gross Fixed Invest. (1960 Prices) 4,800 
Total Consumption Expenditures (1960 Prices) 16,090 
Industrial Production Index (1960=100) 222.4 
Population ( thousands ) 26,729 
Labor Force ( thousands ) 10, 337 
Avg. Unemployment Rate (Oct.) (%) ‘ ‘ 1.5 
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MONEY AND PRICES 


Money Supply (Mj) (Dec.)(Billion pesos) 2/ 2,086 5,634 13,000 
Interest Rate, Commercial Banks (Dec.) 3/ 380.0 215.2 130.1 
Indices: (Annual averages) 
Wholesale Prices (1960=100) 110,338 271,418 676,685 
Retail Prices ( 1974=100) 4,064 11,196 29,054 


BALANCE OF PAYMENTS AND TRADE 


Gold & For. Exch. Reserves (Dec.) 4,039 6,037 10,480 73.6 
External Public Debt 4/ 4,930 4,656 6,300 35.3 
Balance of Payments + 2,479 + 3,220 + 4,000 24.2 
Balance of Trade + 1,490 + 2,565 + 1,200 -53.2 
Exports, Total (FOB) 5,652 6,399 7,600 18.8 
Exports to U.S. 383 537 650 21.0 
U.S. Share (%) 6.8 8.4 8.6 - 
Imports, Total (CIF) 4,162 3,834 6,400 66.9 
Imports from U.S. 772 704 1,700 141.5 
U.S. Share (2%) 18.5 18.4 26.6 - 


Main imports from the U.S. during first eight months of 1979: Commodity, 

Quantity (in million pounds), and Value (in million dollars): Aircraft 0.4/119.5; 
Organic chemicals 128.2/60.0; Civil engineer & Contractors equip. 13.4/40.5; Syn. 
Resins, Rubber & Plastic Materials 94.6/39.2; Electrical Machinery & Apparatus 27.2/ 
34.2; ADP Mach. & Aux. Equip. 0.2/29.2; Coal Bituminous 1.1/28.5; Internal Combystion 
Piston Engines & Parts 4.8/25.7. 


Estimated. 

In addition to real growth and inflation in U.S., figures reflect appreciation 
of the peso in real terms in relation to the dollar. 

Currency in hands of the public and demand deposits. 

Transferable 30-day CD's on loans (effective annual rate). 

Capital only, disbursed over 180 days maturity. 


SOURCES: Ministry of Economy National Institute of Statistics and Census, and 
Central Bank, all in Buenos Aires; and U.S. Bureau of the Census, Washington. 





SUMMARY 


The Argentine economy has entered the first-quarter seasonal lull, after 
a relatively strong performance throughout most of the previous year. 
Production of goods and services in 1979 increased an estimated 7.8 per- 
cent over the recession year of 1978, when output dropped 3.2 percent. 

The GDP thus reached a new high, finally recovering the ground lost since 
the previous peak year of 1974. The economy was still plagued by extreme- 
ly high inflation; the consumer price index rose 140 percent and the whole- 
sale price index 129 percent, as compared to the previous year's figures 
of 170 percent and 150 percent respectively. Full employment prevailed 
throughout the year, and a better-than-average grain and oil seeds harvest 
was registered. The trade balance was again favorable, in the amount of 
$1.4 billion, and foreign exchange reserves continued to climb, standing 
at over $10 billion at year's end. 


Economic activity went through two phases with demand and accompanying 
price inflation increasing during the first three quarters and tapering 
off during the last quarter, when demand cooled, imports of capital goods 
soared, and inflation rates began their first significant decline since 
1977. The fourth quarter trend was welcomed by the government as a sign 
that its effort to open the economy to foreign competitive influences was 


beginning to have its effect both on prices and in stimulating moderniza- 
tion of plant and equipment. The surge in imports reflected drastic tariff 
cuts effected earlier in the year and a continuing lag in the dollar/peso 
exchange rate behind domestic price increases. 


The money supply kept pace with the rate of price increase, in line with 
the government's permissive monetary policy, which relied on manipulation 
of the exchange rate rather than on money squeeze to bring down inflation. 
The primary source of money creation was external, a consequence of the 
large differential between domestic and foreign interest rates, which en- 
couraged an inflow of foreign loans and speculative short-term funds. 

With liquidity also bolstered from within by steady reductions in the 
Central Bank's required reserve ratio, domestic interest rates fell and 
actually became negative in real terms, accounting in large part for the 
high level of economic activity experienced in the first nine months. The 
fourth quarter decline in the rate of inflation, although accompanied by a 
continuing fall in nominal domestic interest rates, confronted borrowers 
with rates that had again become positive in real terms. 


The peso was devalued against the dollar at a decelerating rate. The 
daily quotation schedule was announced at the beginning of 1979 for the 
succeeding nine months, and later for the entire year. This practically 
eliminated the exchange risk for borrowers. Since the peg of devaluation 
crawled at a rate substantially under the rate of domestic price infla- 
tion (62 percent devaluation vs. 140 percent inflation), the peso in fact 
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underwent, as in 1978, a hefty revaluation in real terms. The implication 
of "the exchange rate lag" for exporters, importers and domestic manufac- 
turers was tempered by offsetting rises in international prices of com- 
modities and producers goods. As the year ended, however, some exports 
were predictably becoming unprofitable, especially in the manufacturing 
industries. For a few products, government support was offered. In the 
case of wheat, growers were guaranteed a minimum indexed support price in 
pesos. In domestic markets, the surge of imports had begun to affect 
prices and to worry less efficient manufacturers, especially in the textile 
industries. But there were signs, notably the increase in imports of 
modern plant and equipment, that the goal of industrial rationalization 
and restructuring was beginning to be achieved. 


Opinions on the course of the economy in 1980 are mixed, but few observers 
expect a continuance of the 1979 growth rate. The most optimistic predict 
growth of 4 or 5 percent, inflation declining sharply to about 40 percent, 
exports only slightly down from last year and imports up another 30 per- 
cent. Others are less sanguine about inflation and fear that positive 
domestic interest rates combined with continued high imports and a less 
certain outlook for exports may throw the economy into recession. It is 
generally agreed that both the trade balance and the balance on current 
account will turn negative in 1980, implying a loss of foreign exchange 
reserves and possibly internal liquidity. A loss of reserves would be 
easily sustainable, but a loss of liquidity, unless again countered by 
another strong capital inflow, would require corrective action by the 
Central Bank if the permissive monetary policy is to be maintained. 


From the standpoint of U.S. export trade, the most important factor in 
this outlook is the likelihood that the Argentine market for industrial 
and raw material imports will be even larger in 1980 than in last year's 
booming market when U.S. sales to Argentina more than doubled, despite 
aggressive European and Japanese competition. Machinery and equipment, 
aircraft and chemicals offer the main opportunities for U.S. exporters. 


PRODUCTION 


The 1979 increase in gross domestic product, estimated at 7.8 percent, 
boosted total output of goods and services to an historical high.. Taking 
into account population increases over the past five years per capita 
GDP still appeared to be about 3 percent under that of 1974, the previous 
peak year. Consumption was up 10 percent over 1978, when it declined 

3.4 percent. Fixed domestic investment increased about 9 percent, and 
was accompanied by an extraordinarily heavy importation of capital goods. 
The manufacturing and construction sector was the growth leader; output 
rose about 12 percent as against a decline in the previous year of 8 per- 
cent, with some branches, notably processed foods and textiles, showing 
little or no growth. The expansion in manufacturing production was 
stimulated by the negative real interest rates prevailing most of the 
year, which encouraged stocking and investment in consumers durables, 

and by large public sector investment expenditures. 
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Despite the approval of new legislation permitting motor vehicle imports, 
output of the motor vehicle industry went up a remarkable 49 percent, 
totalling 267 thousand vehicles as compared with the 1978 production of 
179 thousand. Imports began arriving in the second half, but accounted 
for only about 3 percent of the market. The new legislation, which also 
lowered content requirements for domestic assemblers, was designed to 
promote rationalization of this still highly protected industry. Some 
companies, including Ford, Daimler-Benz, Volkswagen, Fiat and Renault, 
have already responded with announcements of substantial investment pro- 
grams to improve efficiency and lower costs. Citroen closed local produc- 
tion, following the example of General Motors, which shut down its opera- 
tions in 1978. Chrysler also left Argentina, selling its assets to Volks- 
wagen, which will continue to manufacture Chrysler's Dodge model and later 
add its own line of small commercial vehicles. Volkswagen's long-range 
plan is to link its Brazilian passenger car production with its Argentine 
operations, if some sort of compensation agreement for exchange of products 
can be reached with Brazil. 


Steel consumption was estimated at about 4 million tons, a 30 percent in- 
crease over the previous year but about 10 percent under the 4.7 million 
tons consumed in 1975. Domestic production of 3.2 million tons, up 16 per- 
cent over 1978, supplied most of the country's needs. Higher production 
did not improve profitability, however, as most companies finished the 

year in the red. Steel making capacity expanded. Investment in plant has 
amounted to $750 million in the past three years, about half of this by 
SOMISA, the government-owned complex assisted technically by Nippon Steel. 


The cement industry raised its production to a record 7 million tons, 

13 percent higher than last year. This industry expects to continue rapid 
growth with the aid of foreign investment, primarily from Spain. Hydro- 
electric power construction will be the main source of increased demand. 

The mining industry showed some growth in 1979, including a sharp increase 

in. coal production from the Rio Tinto mine. Mining contributes less than 

5 percent to GDP, but is expected to show more dynamism in the future as 

a result of the recent approval of a revised Mining Promotion Law. It is 
hoped that new incentives will attract foreign investment of over one billion 
dollars, especially in copper mining. 


The agricultural sector contributed about 12 percent to GDP, considerably 
less than the 36 percent accounted for by industry, but it was again. responsi- 
ble for almost 80 percent of the nation's exports. Agricultural output grew 
a respectable 3.6 percent in 1979, despite farmers' complaints of excessive 
taxation and an alledgedly overvalued peso. Good weather and further im- 
provement in yields and general productivity explained the third consecu- 
tive 30 million ton grain and oil seed crop. Harvest tonnages for the 
1978/79 crop year were as follows: wheat 8.1 million; corn 9.0 million; 
sorghum 6.5 million; soy beans 3.8 million; sunflower seed 1.35 million; 
flaxseed .8 million; oats .5 million; and barley .5 million. Grain and 

oil seed exports are estimated to have reached 17.7 million tons in calen- 
dar 1979, up from 15.5 million in 1978 and 16.8 million in 1977. The 

cattle slaughter for the year was 15.6 million head. Total herd was 
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surveyed at 59.2 million head at the end of 1979, down 2 percent from the 
1978 ending inventory. Meat exports totalled 697,000 tons and domestic 
consumption at 89.1 kilograms per capita took 2.4 million tons. 


ENERGY 


The output of electricity climbed 14.5 percent last year, reflecting the 
general economic upturn. The Salto Grande hydroelectric complex, a joint 
Argentine-Uruguayan venture, was inaugurated with two of its fourteen 
Soviet-contracted turbines in place. A third turbine went on stream in 
February. Preliminary construction work was begun on the large Argentine- 
Paraguayan hydroelectric and navigation project at Yacyret&, which will 
have an installed capacity of 2,700 MW. Last November, the Presidents 

of both countries signed acceptance papers for loans extended by the Inter- 
American Development Bank and the IBRD totalling $420 million for the 
project. The institutions agreed to back co-financing arrangements for 

an additional $710 million, and a private international banking consortium 
recently made available an additional $220 million. Suppliers' credits 
are expected to amount to another $1 billion. The U.S. Export Import 

Bank has issued a letter of commitment to finance up to $830 million in 
turbines, generators and construction equipment of U.S. manufacture should 
the American bidders on this project be successful in obtaining contracts. 


In the nuclear field, the German firm, Kraftwerk Union, was the success- 
ful bidder for the construction of Argentina's third nuclear power plant, 
Atucha II, which will cost an estimated $1.5 billion. 


Petroleum production was up 4 percent in 1979 to 27.3 million cubic meters. 
This enabled Argentina to cover 90 percent of requirements from domestic 
sources. The cost of importing the remainder, however, went up 60 per- 
cent in line with international price rises. The government, accordingly, 
decided to accelerate its target year to 1982 for self sufficiency in 
petroleum. Drilling will be stepped up to 900 wells this year as compared 
to the comparatively low completion rate of 600 in 1979. The state petro- 
leum company, YPF, has opened additional on-shore areas for private explora- 
tion and development under the Risk Contract Law of 1978. YPF has also 
signed three off-shore exploration contracts with Deminex-Total, Shell 

and Esso, and their local partners. Each group is required to invest at 
least $60 million within the first three years of its contract. The off- 
shore operations are looked upon as perhaps the best hope for enlarging 
proven reserves, which have barely kept pace with consumption in recent 
years. At present petroleum reserves are estimated at 400 million cubic 
meters, which at the present annual consumption rate of 30 million cubic 
meters will last less than 15 years. With respect to natural gas the 
situation is more favorable, reserves in petroleum equivalent having been 
greatly augmented to over 600 cubic meters due to recent discoveries in 
the province of Neuquen and in the northwest. At the current consumption 
rate of 9 million cubic meters petroleum equivalent per year, natural gas 
reserves could be exploited for another 50 years. A good start in provid- 
ing the greatly expanded pipeline network needed to bring this gas to 





consumption centers was made in late 1979, when in competitive bidding 
the government contracted two Netherlands companies to construct and 
operate for 15 years a 1,800 km line connecting the rich Neuquen basin 
with the provinces of Mendoza, San Juan, San Luis, Cordoba and Santa Fe. 
The entire project will be financed by the operators themselves. Addi- 
tional pipelines will eventually be constructed to exploit deposits in 
Salta and Jujuy, making it possible to export gas to Paraguay and Brazil. 


Projects other than those mentioned are also underway, and form part of 
the National Electricity Plan developed by the Ministry of Economy. The 
program is divided into two stages, the first running through 1985 and 
the second through the year 2,000. Total investment is planned to exceed 
$45 billion. 


MONETARY AND FISCAL DEVELOPMENTS 


The short-lived restrictive monetary policy of late 1977 and early 1978, 
which produced a sharp recession but failed to curb inflation, was aban- 
doned last year and replaced by a neutral or passive policy. The Central 
Bank saw to it that monetary aggregates were adequate to meet the financ- 
ing needs of the Treasury and the economy without putting pressure on 
interest rates. A heavy influx of foreign funds was the primary source 

of money creation. Banks and other borrowers in a position to do so 

sought funds abroad to take advantage of the differential between domestic 
and foreign interest rates that had arisen. The government cooperated by 
announcing in the beginning of 1979 daily dollar/peso exchange rates for 

the succeeding 9 months and later for the entire year, thus largely eliminat- 
ing the exchange risk. Some uncertainty was introduced in December, how- 
ever, when the Central Bank announced that the peso rate would be increased 
2.8 percent during the month of January with subsequent increases at a rate 
diminishing by .2 percent monthly. It was generally understood that the 
government would consider itself free to alter this devaluation schedule 
after the first quarter. Liquidity was further bolstered by a steady lower- 
ing of the reserve requirement of the banking system from 29.5 percent of 
deposits at the beginning of the year to 16.5 percent at year's end. A 
further lowering of this ratio to 11.5 percent in March has brought the 
requirement down to the technical operating needs of many banks. The poten- 
tial for liquidity creation by this device is thus being rapidly exhausted, 
and it would seem that the Central Bank may soon have to resort more exten- 
sively to discounting commercial bank paper if monetary ease is to be main- 
tained and a market for Treasury bills assured. 


During the first three quarters of 1979 the liquidity of the banking sys- 
tem, stemming from the factors described, was sufficient to permit a decline 
in interest rates below the rate of inflation, accounting in large part for 
the spurt of economic activity experienced in that period. These rates, 
negative in real terms, became clearly positive in the last quarter when 
their continuing nominal decline was more than matched by a drop in infla- 
tion from an annualized rate of about 170 percent to an annualized rate of 
70 percent. Nominal interest rates have continued to decline. By mid- 
March banks were paying slightly less than 5 percent monthly on 30-day 
certificates of deposit. A year ago the rate was 7 percent. 
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Both Treasury and public sector deficits last year remained at approxi- 
mately the same level in real terms as in 1978, the former amounting to 
about 2 percent of GDP and the latter to approximately 4 percent of GDP. 
The government had hoped to do better as a result of its efforts to im- 
prove public administration, transfer services to the provinces, cut 

back on subsidies to state enterprises, and return additional companies 
to private hands. The 1980 budget is designed to lower the Treasury 
deficit to 1.5 percent of GDP and the public sector deficit to 3 percent 
of GDP. Treasury needs in 1979 were covered as in the previous year by 
the sale of short-term Treasury bills in a money market fed by the influx 
of foreign funds and the relaxation of commercial bank reserve require- 
ments. 


BALANCE OF PAYMENTS AND FOREIGN TRADE 


Argentina's overall balance of payments in 1979 showed a substantial 
surplus estimated at $4 billion as compared with the previous year's 
surplus of $2 billion. Accordingly, foreign exchange reserves again in- 
creased to over $10 billion by year's end, sufficient to cover almost 

two years' imports, and were continuing to accumulate in the first quarter 
of 1980, although at a slower rate. Reserves at the close of 1977 and 
1978 were $4 billion and $6 billion respectively. The balance on current 
account, however, declined from a surplus of $2 billion in 1978 to a 
deficit of $200 million in 1979. 


The large uncompensated capital inflow of well over $4 billion accounted 
for the overall surplus and jump in reserves. The reasons for this capital 
movement, much of it for relending at short term, have been explained 
above. The disappearance of the surplus on current account derived from 
a government policy to open the economy to foreign competition. Substan- 
tial tariff cuts, coupled with a revaluation of the peso in real terms 
(62 percent devaluation vs. 140 percent inflation) have produced an im- 
port boom. Most major suppliers increased their exports to Argentina, 
the United States by 130 percent, from $842 million in 1978 to approxi- 
mately $2 billion in 1979. As a consequence, the surplus on merchandise 
trade account went down from $2.5 billion in 1978 to $1.4 billion. The 
balance on services account was traditionally negative, growing from 

$600 million in 1978 to $1.7 billion in 1979 due to increased Argentine 
tourism abroad and to larger interest payments on foreign borrowings. 


Exports in 1979 increased to $7.8 billion, 22 percent over the 1978 

figure of $6.4 billion. Imports rose 67 percent to $6.4 billion. Higher 
international prices were the main factor accounting for the rise in ex- 
port value. The volume of agricultural exports did go up as well, but 
industrial export volume suffered considerably from the lag in the peso/ 
dollar rate as against domestic inflation. Nevertheless, the export value 
of industrial manufactured goods was almost as large as that of grain, 
amounting to $1.3 billion (16 percent of total) as compared with $1.6 
billion (almost 20 percent of total) for coarse grains and wheat. Ex- 
port proceeds from meat reached a record $1 billion in 1979 and record ship- 
ments of oil seed crops added another $850 million to the year's export 
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total. Wool and fresh fruit exports accounted for around $500 million, 
and other products derived from agriculture, canned meats, vegetable oils, 
sugar, leather, etc., made up most of the rest. On the import side con- 
sumers goods and food stuffs comprised only 10 percent. Almost 30 per- 
cent, about $1.8 billion, consisted of machinery and other capital goods 
as producers took advantage of the new policy to invest in plant and 
equipment. Imports of raw materials and industrial inputs were a large 
share, but petroleum products was estimated at only 15 percent of the 
total. 


WAGES AND EMPLOYMENT 


Although data is sparse, real wages appear to have improved in a number 
of manufacturing industries, notably automobiles, with considerable varia- 
tion by company or work place. Government employees seem to have only 
held their own in 1979, while commercial employees probably lost ground. 
To all practical purposes the government abandoned attempts to influence 
wage levels by periodically decreed adjustments over contract minimums, 
leaving the wage bargain to the free play of the labor market and to 
union negotiations at the plant level. Wages of government workers, how- 
ever, were adjusted by decree in 1979 -- 40 percent in January, 38 per- 
cent in May, 40 percent in September and 4 percent monthly from then on. 
Labor supply remained tight, particularly in the skilled trades. Unem- 
ployment was measured at only 2 percent in the greater Buenos Aires area. 
Leaving aside the questionable accuracy of this figure, it is probable 
that the labor market will loosen up and unemployment increase because 

of the decline in economic activity expected in 1980. A comprehensive 
law governing the legal status of trade unions has been promulgated, and 
when fully implemented ,will permit unions to join together in industrial 
federations but will prohibit national confederations. The labor move- 
ment has protested the law. 


FOREIGN INVESTMENT 


The Ministry of Economy recently reported that foreign investment appli- 
cations approved in the period April 1977 through September 1979 totalled 
$1.5 billion. On this amount $420 million represented reinvestment of 
earnings, $225 million capitalization of loans. The petroleum industry 
accounted for $400 million, mining $230 million, motor vehicles $185 
million, fishing $94 million, and banking $95 million. The United States 
was the source of $636 million, followed by Holland with $200 million and 
Italy with $110 million. Much of the investment was registered by com- 
panies already operating in Argentina and will not be fully realized for 
several years. Over 100 of the companies applying, however, are new to 
Argentina. Apparently not yet included in these applications are invest- 
ment plans announced by a number of automobile companies of almost $700 
million, and the prospective billion dollar investment in copper mining. 
New plants opened by foreign companies this year included a $15 million 
pigment and dye installation by CIBA-Geigy of Switzerland, and a 42,000 
ton capacity foundry by a Ford-owned subsidiary. Dow Chemical announced 
plans to construct another chemical plant. 





IMPLICATIONS FOR THE UNITED STATES 


The United States is retaining its position as Argentina's leading trad- 
ing partner on an individual country basis. Last year Argentine exports 
and imports combined totalled over $14 billion, and 18% of this trade 

was conducted with the U.S. The comparable figures for 1978 were $10 
billion and 14 percent. The liberalization of import restrictions and 
lowering of tariffs have created new or expanded markets for many product 
categories in the diversified Argentine economy. Although import demand 
will continue to center on capital goods and intermediate industrial in- 
puts, consumers goods are becoming more competitive and currently make 

up 10% of the import total. Machinery and equipment and aircraft offer 
the main opportunities for U.S. exporters. Best prospects are for sale 
of equipment and services in the rapidly expanding sectors of electric 
power generation and transmission, telecommunications, petroleum explora- 
tion and production, mining and construction. Other growing market 
categories include machine tools, metal working equipment, medical equip- 
ment, and computers as well as plastics, rubber, and chemical production 
equipment. 


For a detailed assessment of export opportunities, interested U.S. 
suppliers may wish to obtain from the Department of Commerce a copy 


of the latest Best Prospects report on Argentina as well as an inventory 
of major projects involving imported goods and services. 
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